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(1)

THE FEDERAL EMPLOYEES HEALTH
BENEFITS PROGRAM AS A MODEL FOR
MEDICARE REFORM

SATURDAY, MAY 22, 1999

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON THE CIVIL SERVICE,

COMMITTEE ON GOVERNMENT REFORM,
Sanford, FL.

The subcommittee met, pursuant to notice, at 9:20 a.m., at San-
ford City Hall, 300 North Park Avenue, Sanford, FL, Hon. Joe
Scarborough (chairman of the subcommittee) presiding.

Present: Representatives Scarborough and Mica.
Staff present: John Cardarelli, clerk; and Ned Lynch, senior re-

search director.
Mr. SCARBOROUGH. We call this committee meeting to order.
Good morning, and welcome to this field hearing of the Com-

mittee on Government Reform’s Civil Service Subcommittee. Today,
the subcommittee is going to hear from people concerned about the
ways in which Americans will pay for the future costs of health
care. Since it was established in 1965, Medicare has provided the
primary means of insuring proper medical treatment for Americans
over 65 years old. Like many Federal programs—Social Security,
Medicaid, and Federal retirement benefits among them—Medicare
has operated on a ‘‘pay-as-you-go’’ basis from the start. And, like
each of those programs, the costs of past commitments are now
coming home to roost.

Medicare’s problems result from many of our genuine achieve-
ments in the medical treatment and improved lifestyles of our peo-
ple. For multiple reasons, including important advances in medi-
cine, people live longer. When Medicare was established in 1965,
the lifespan of the average American was barely over 70 years old.
Today, people who reach 65 can often look forward to an additional
20 years of life. We have not, however, been especially effective in
planning for both the private and the public challenges facing us
if we are to provide for our needs in those additional years.

The money coming into Medicare will no longer pay the full cost
of health care that Medicare provides, while medical care costs con-
tinue to outpace inflation. In fiscal year 2000, President Clinton’s
budget forecasts that Medicare payroll taxes and premiums will fall
$92 billion short of the expenses that they are intended to cover.
By 2010, Medicare’s receipts are projected to be $261 billion less
than our anticipated expenses. Without effective corrective actions,
the program will be insolvent.
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In response to Medicare’s deteriorating finances, Congress cre-
ated a Bipartisan Commission on the Future of Medicare in the
Balanced Budget Agreement of 1997. The Bipartisan Commission
was charged with assessing the problems that we face and recom-
mending solutions to extend the solvency of Medicare for the com-
ing years. It was co-chaired by Senator John Breaux, a Louisiana
Democrat, and Representative Bill Thomas, a Republican from
California. After reviewing the Medicare program’s financial and
operational challenges, the Commission looked to the Federal Em-
ployees Health Benefits Program as a model of reform.

The Bipartisan Commission did not issue formal recommenda-
tions; 10 of the 17 commissioners agreed on an approach modeled
after the Federal Employees Health Benefits Program, but the
Commission’s rules required 11 votes to issue recommendations.
The Commission’s majority reported its findings, however, and
those findings will be the basis of both congressional and public
discussion as we develop the laws and policies necessary to provide
more secure health care for senior citizens. The Bipartisan Com-
mission recognized that the current course of increasing deficits is
unsustainable, and the majority identified sound principles that
should guide Congress in shaping Medicare’s future.

The majority concluded that the Federal Employees Health Bene-
fits Program provided the most attractive model of reform avail-
able, and it was the most attractive because it relies heavily on
market forces to develop responses to needs for health care serv-
ices. Federal employees have an open enrollment season each year
that enables them to choose from a variety of options to meet their
health care needs. People seeking more extensive and expensive
treatment options pay higher premiums, but all Federal employees’
health insurance premiums are supported by a Federal payment.
As a result of the Bipartisan Commission’s report, some form of
‘‘premium support’’ is the emerging foundation of Medicare’s future.

This approach is a marked departure from the Government’s pre-
vious efforts to administer Medicare. So far, Medicare has estab-
lished a history of command and control medicine. One witness
today is going to report that this system has produced 111,000
pages of regulations while angering and threatening doctors and
jeopardizing important health care services. As a result, Medicare
has become a morass for both patients and providers. This welter
of complex and confusing regulations has saddled doctors and hos-
pitals with bureaucratic burdens that impede, rather than improve,
health care for seniors. They have also added to the nightmares of
our oldest and frailest citizens as they seek essential medical treat-
ment.

The reforms outlined by the Commission majority seem to offer
a promising alternative to the bureaucratic burden. We are going
to learn more about those reforms today and the Commissioners’
thinking on the issues. We invite you to join us in carefully exam-
ining different approaches to addressing Medicare’s financial prob-
lems and providing a brighter future for Americans seeking health
care in their senior years.

And now, I’d like to ask Congressman John Mica, who was the
chairman of this committee last year, if he would, to please give
us an opening statement.
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Mr. MICA. First of all, Mr. Chairman, I want to welcome you to
the 7th Congressional District of Florida. You’re here in the heart
of my district, and I appreciate your holding this hearing today,
conducting it, and also giving an opportunity for our community
and local hospitals, health care individuals, Federal retiree groups
and Federal employee groups to hear a little bit more about pro-
posals from the National Bipartisan Commission on the Future of
Medicare and also how the Federal Employees Health Benefits Pro-
gram can serve as a model for future reform measures that are
being considered.

I have always been impressed with the Federal Employees
Health Benefits Program. When I chaired Civil Service I was in-
credibly impressed with the fact that we have less than 200 em-
ployees administering a program that serves 9 million people—over
4.2 million Federal employees and retirees and nearly 5 million de-
pendents—and doing so in a very cost-effective manner.

The heart of the Federal Employees Health Benefits Program,
however, is based on competition and the ability to fairly compete,
the ability to have a certain set of benefits prescribed and then al-
lowing many vendors and health care providers to compete in an
open and fair system, a very basic principle that has served us well
for nearly four decades in providing health care benefits to our
Federal employees and Federal retirees and their dependents. I
think it’s great to look at that as a model. I think that we do need
to also be concerned about some of the problems that we’ve had,
particularly of late, with the program, and that is that we have ex-
perienced some substantial increase in costs. But our previous
hearings have revealed, in fact, that many of the costs are brought
about by additional Federal mandates, additional Federal require-
ments, and additional Federal regulations where the Federal Gov-
ernment and the Congress, sometimes very well intended, has im-
posed additional requirements of the providers.

Not to say that we do not have problems that need to be ad-
dressed. For example, one of the greatest areas of costs, increased
costs, not only to FEHBP but to health care, is prescription drugs.
We’ve also had the experience of having imposed patients’ bill of
rights on the program by Executive order and have seen also that
it has increased costs without providing any specific medical ben-
efit.

So I think we need to use this as a model to look at the suc-
cesses, the failures, and the problems of the system and adopt the
good parts as we look for an alternative to Medicare, which is so
important. I say that and repeat that as we continue to provide
Medicare and many folks may want to participate in Medicare, but
look at alternatives that can take pressure off of the system and
provide an alternative, here’s an alternative that’s based on com-
petition, based on experience, and based on a record of success.

So I salute you and the subcommittee in reviewing our good
model and our good points and also the problem areas of FEHBP
as we search for a model to provide good access and quality care
to those who’ve worked so hard for this country to make it a suc-
cess, our retirees and others who are taken into account by our
Medicare program. I’m pleased that we are doing this hearing and,
again, in my district.
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So I thank you.
And one final note, Mr. Chairman, possibly later depending on

your time and ability to hear requests, we have a statement from
our National Association of Retired Federal Employees. Some of
our NARFE folks I introduced you to are here today and I’d like
to ask unanimous consent that their statement be made a part of
the record.

Mr. SCARBOROUGH. Well, I’m not going to object. Without objec-
tion it’ll be entered into the record. Certainly that and all this im-
portant testimony will be part of our record.

I thank you, Mr. Chairman, for your statements today.
I’d like to ask our witnesses if they would to please stand up and

take the oath. If you could raise your right hands.
[Witnesses sworn.]
Mr. SCARBOROUGH. Please have a seat.
Today we’re very pleased to have as witnesses Mr. Jeffrey

Lemieux, who is staff economist for the Bipartisan Commission. He
had previously worked in the Congressional Budget Office as
health care policy analyst. He’s going to be providing a discussion
of the Bipartisan Commission’s findings and discuss their majority
position.

We also have with us today Ms. Grace-Marie Arnett, of the Galen
Institute in Alexandria, VA. It’s a research organization. Ms.
Arnett has followed the health care issue as a journalist and as a
policy analyst and she’s written about the Bipartisan Commission’s
recommendations for several newspapers.

Our third panelist this morning is Ms. Becky Cherney, president
of the Central Florida Health Care Coalition. She was recently rec-
ognized as central Florida’s business woman of the year by the Or-
lando Business Journal and has been a tireless advocate of con-
sumers in the health care industry.

I thank all three of you for showing up today to testify. If you
would like to start, Mr. Lemieux.

STATEMENTS OF JEFFREY LEMIEUX, STAFF ECONOMIST, BI-
PARTISAN COMMISSION ON THE FUTURE OF MEDICARE;
GRACE-MARIE ARNETT, PRESIDENT, THE GALEN INSTITUTE;
AND BECKY CHERNEY, PRESIDENT, CENTRAL FLORIDA
HEALTH CARE COALITION

Mr. LEMIEUX. Thank you. Thank you, Mr. Chairman, can you
hear me OK with this mic?

Mr. SCARBOROUGH. Sure can.
Mr. LEMIEUX. I very much appreciate the opportunity to come

down and meet you and talk to you about this issue. We on the
Medicare Commission worked very hard and furiously to get an
agreement and came very close. I think even though the formal re-
port was not issued by the Commission, the plans that resulted are
very powerful and very helpful. I want to spend a few seconds talk-
ing about the basics of the Medicare Commission plan. Then my
statement goes into a fair amount of detail which I don’t intend to
talk about, but you can use as a reference if you wish. Instead of
going through those details I’d like to talk about how the Commis-
sion evolved its position over the last 4 or 5 months. And I’ll be
happy to answer any questions you have.
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The goal of the Breaux/Thomas Commission was to create a new
Medicare that was new and modern and flexible. This program has
been in place now for 30 years and it still, in some respects, seems
30 years old and in need of updating.

The Breaux/Thomas plan for beneficiaries has the impact of of-
fering more reasonably priced drug coverage. It has the possibility
of reducing the need for supplemental coverage. And it holds out
the promise for lower premiums for the government and, of course,
by extension, the taxpayer. It would aid the budget, we think. And
it would gradually reduce the need, we think, for Federal micro-
management of Medicare.

For health plans this system is designed to create more stability
and less business risk in their operation so that they can cover
Medicare beneficiaries with more of a sense of assurance that
they’ll be operating in a stable, fair, and competitive system. It
might make a tougher competition for some of them, but we think
it’ll be fairer and more attractive.

And finally, for hospitals and health providers the hope is that
this approach would lead to a less heavy-handed system of cost
control than has been used in the past, lurching between cost con-
trol measures that can be quite difficult for providers to face.

The proposal would minimize the disruption to current bene-
ficiaries. It’s designed to remake Medicare, under new incentives,
to be more competitive and more market-oriented, but at the same
time, not to disrupt the current program. Now, what that means
is that beneficiaries who are currently in the Medicare fee-for-serv-
ice program or who are currently in a Medicare HMO, when this
new system is implemented they shouldn’t notice much of a dif-
ference. What that also means is that this proposal doesn’t try to
go through and rectify every Medicare problem or answer every
question in Medicare all at once. This is a broad conceptual pro-
posal that’s intending to get Medicare right, not for the next year
or the next 2 years or the next 5 years, but for the next decade or
the next two decades or the next three decades. And as a result
there will still be a great need for congressional oversight, for pub-
lic input, and for continuing evolution of the program.

The Medicare Commission decided to take Medicare and move to
a new entity to control the operations of all health plans. They call
that the Medicare board, for lack of a better term. The Medicare
board would control the competition between the fee-for-service
plan, which would still be run by the Government, and all the pri-
vate plans. They had many objectives with this Medicare board.
They wanted it to create a fair competition. They wanted to reduce
conflicts of interest. And they wanted to create stability. I’m going
to tell you how we got there.

When we started in the Commission we broke up into two
groups, one to study incremental reforms of Medicare, mainly by
changes to the payment rates and changes to the compensation we
give to health plans, and another task force to study more radical
restructuring proposals.

We quickly decided that the first task force on incremental re-
forms didn’t have much momentum or support. Nobody wanted to
just say, well, let’s reduce hospital payments, fees, a little bit. They
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wanted something that was more long-term and more lasting. Few
commissioners supported the incremental approach.

On the other hand, few commissioners supported a more radical
restructuring, like a voucher plan or a defined contribution plan.
‘‘Defined contribution’’ is the term in Medicare for the Government
deciding how much it’s going to make available for Medicare and
growing that by some index like CPI or GDP or something. And
that was quickly rejected also as being probably too far-reaching
and too risky.

They settled on a premium support proposal like FEHBP as an
alternative between incremental tinkering with payments and of
broader radical restructuring. The premium support proposal al-
lows us to continue on Medicare in its current setup but also
changes the incentives quite a bit. And here’s how that works.

Under Medicare now, everybody has to pay a Part B premium,
it’s about $500 a year now. It’s expected to go up to about $700
over the next several years. Nobody has a choice about that. I take
that back. Most people don’t have a choice about that. Almost ev-
erybody pays the Part B premium.

We took a look at the FEHBP formula, which instead says, if you
choose an expensive plan you pay more than average and if you
choose an inexpensive plan you pay less, and thought that that was
a good start. Further looking at FEHBP, the commissioners and
the majority decided that a powerful Medicare board would be a
good thing to regulate the operations of the competition to make
sure it was fair, to make sure that there wasn’t risk segmentation,
to make sure that there wasn’t unfair competition or benefit pack-
ages that were designed not to help people with their medical
needs, but rather, to attract the healthiest beneficiaries. And with
a powerful Medicare board the commissioners decided that they
could update the FEHBP premium formula to be more generous to
beneficiaries.

So what they said was for a premium that’s about average the
beneficiary premium would be about what it is now under Part B.
If it’s for a premium higher than average they would have to pay
the full difference. For a premium lower than average based on a
schedule their entire premium could be phased out all the way
down to zero.

Now, most people don’t see their Part B premium now. It’s in
their Social Security check. They might not be too aware of it. But
$500 to $700 a year is a significant amount of money, and the
economists and others who studied this felt as though that would
provide an incentive for people to be quite careful about the plans
they select each year. And it would also provide an incentive for
the government-run fee-for-service plan to be very careful with its
costs, because beneficiaries would be more aware of how uncon-
trolled cost growth would be costing them and preventing them an
opportunity.

After we settled on the competitive aspects, which are pretty
widely agreed among commissioners, including beyond the 10 who
voted for the plan, the next tough question was prescription drugs.
There were several intentions there. The first thing was we wanted
to get prescription drug coverage for low income beneficiaries just
as soon as possible. And the plan includes a full subsidy for pre-
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scription drug coverage for beneficiaries under 135 percent of pov-
erty, which is a threshold that’s used for some other reasons in
Medicare.

The second way we wanted to get prescription drug coverage to
beneficiaries is by requiring all plans to have a high option includ-
ing prescription drugs. And that includes the government-run plan,
the fee-for-service plan.

The third thing that was very important to the commissioners
was limiting the expense and not creating a new very expensive en-
titlement and not substituting too much for the drug spending that
people currently undertake privately. And I think that they in-
tended to create a start on a drug benefit here, they intended to
fund it for the poor and at least make it a fair deal for everyone
else and make it available for everyone else.

In the final days of the Commission, when we were negotiating
with the administration, there were some other items that aren’t
in the plan itself. We considered a high income premium; high in-
come beneficiaries would have to pay an extra premium, and the
intention of that was to provide additional financing for subsidies
for high option plans to make high option plans a little bit cheaper.
So in addition to just being fairly priced, to try and make them bet-
ter than fairly priced with government subsidy. We couldn’t get an
agreement on that, and that was dropped out of the final plan.

Let me just say that as economists and policy analysts we are
very pleased by the progress here and we’re also pleased by the
focus. I mean, we always focus on Medicare’s financial crises.
That’s helpful, I guess, politically, to force Members of Congress
and the public to address the issue. But what’s more important is
trying to create a better Medicare taxpayers, future beneficiaries
and current beneficiaries. This program could use that second look,
and we think that the Breaux/Thomas plan provides a good start-
ing point.

I’ll be happy to answer your questions.
[The prepared statement of Mr. Lemieux follows:]
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Mr. SCARBOROUGH. Thank you for your testimony.
Ms. Arnett.
Ms. ARNETT. Thank you very much. How’s this? Can you hear

this OK? Hold it closer? Good.
Thank you, Mr. Chairman, Mr. Mica, for inviting me to testify

before your committee today.
My name is Grace-Marie Arnett; as you’ve said, I am president

of the Galen Institute. We focus on promoting a more informed
public debate over individual freedom, consumer choice, competi-
tion, and diversity in the health sector.

The Galen Institute also facilitates the work of the Consensus
Group, which is composed of about 20 other health policy analysts,
who have been meeting together since 1993 to promote public edu-
cation about free-market health reform ideas. We have a couple of
principles that we have developed on Medicare reform as part of
a longer statement, but basically we believe that the reform of the
Medicare system should expand private sector options for bene-
ficiaries. They should be able to either elect to participate in cur-
rent Medicare or to purchase health coverage or medical services
of their choice in the private competitive health sector.

We also believe that Medicare benefits should be defined in
terms of a dollar amount, rather than in terms of an open entitle-
ment to covered services.

We hope that these principles also might be useful in guiding the
congressional debate as well.

This morning I would like today to do two things: First, to do a
brief overview of why Medicare needs to be reformed, not only be-
cause of the future insolvency of the program, but also because of
restrictions being placed on today’s beneficiaries. And then I would
also like to talk about FEHBP as a model for Medicare reform.

In 1998, as you all know very well, Medicare spent $214 billion
to provide health services for 39 million beneficiaries. The bi-par-
tisan Medicare Commission was created because virtually every-
body in the policy community, economists and anyone who studies
Medicare, realizes that the current system is unsustainable as 77
million baby-boomers start to hit eligibility for Medicare.

The tax burden on today’s college students, if nothing is done to
change Medicare, would triple from the current 5 percent of gross
domestic product to 14 percent by the time they would retire.

As you mentioned in your statement, Mr. Chairman, Dr. Robert
Waller, who is the former head of the Mayo Clinic Foundation,
which runs the Mayo Clinics, had his staff count the number of
pages of rules, government rules, that his facilities must comply
with in order to treat Medicare patients. They counted 111,000
pages of Medicare rules and regulations. That’s three times more
pages than in the Federal tax system. It’s impossible for any physi-
cian or even an organization like the Mayo Clinic to know what is
in those regulations. It’s certainly impossible for any physician to
try to treat a Medicare patient and not fear they’re running afoul
of Medicare rules.

I’d like to offer a few examples of why Medicare is a bad deal
for today’s beneficiaries. Two years ago there was an article in the
Washington Post which reveals where a centralized, government-
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run health care program can lead. The lead of the news article—
this is not a commentary, it’s a news article—said,

People in hospice programs are not dying fast enough to satisfy Federal Govern-
ment auditors. Washington is conducting special reviews of hospice records and call-
ing for repayment of money spent under Medicare for people who live beyond the
expected 6 months that they had enrolled for hospice care. This get-tough policy is
part of the government’s Operation Restore Trust, a special program designed to
combat waste, fraud, and abuse in Medicare.

Apparently Federal auditors believe that Medicare patients who
are living too long represent waste, fraud, and abuse.

The waste, fraud, and abuse regulations, however, are having a
serious impact on today’s beneficiaries. Let me tell you a little bit
about a couple of doctors in Idaho trying to comply with these
111,000 pages of rules.

Dr. Kenneth Krell found himself targeted by Federal auditors
who came in and looked at 15 of his Medicare patient’s records.
And they found that Dr. Krell had overcharged Medicare by $2,355.
This was primarily a dispute over whether or not what he had
done either was medically necessary, according to the Government,
or whether or not he had coded it properly. The Federal agents
then multiplied that number by the number of Medicare patients
that Dr. Krell had seen in the whole year and charged him with
a bill of $81,390 as a fine.

He protested loudly, and apparently the Federal Government did
back down.

Three other doctors in nearby Idaho Falls were also the subject
of an audit, and they were told that the next time if they did not
do a better job of complying with Medicare rules, which they’re try-
ing very hard to comply with, that they would then be subject to
$10,000 fines for each one of their miscodings. They dropped Medi-
care patients altogether. Now patients in Idaho Falls have to drive
45 minutes to Pocatello to see a doctor.

Other doctors in Idaho—and I think Idaho is particularly worri-
some because there are not a lot of options, it’s a rural State—
other doctors are really considering dropping Medicare patients al-
together.

Section 4507 has also been of great interest to a lot of patients
because this provision prohibits individuals from privately con-
tracting from doctors if they’re on Medicare to receive medical serv-
ices. That’s been a big dispute. It’s really an example of what hap-
pens in government-run systems.

And finally, privacy intrusions. The Health Care Financing Ad-
ministration, as you know, is currently considering a rule that
would force 9,000 home health agencies to begin collecting very
sensitive data on their patients to make sure they are, in fact,
qualified for home health care. Everything from their daily habits
to their feelings of a sense of failure, thoughts of suicide, whether
they use excessive profanity. The home health agents are to write
these questions and answers down without necessarily consulting
with the patients. Then these answers become part of the patients’
permanent records, which are accessible to other government agen-
cies. These are the kinds of things, as you well know, that result
when doctors and hospitals and patients are subject to the Medi-
care regulatory system.
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This is the reason, I believe, that anyone who’s studied this pro-
gram in-depth winds up saying we’ve got to change this. This is not
sustainable. We’ve got to wind up with a better system. And the
system that Chairman Breaux and Congressman Thomas of Cali-
fornia, in consultation with the expertise of Jeff Lemieux, the Con-
sensus Group, John Hoff, and others, have come up with.

The plan that they developed is a solution that would put more
control in the hands of beneficiaries and less in the hands of bu-
reaucrats. Traditional Medicare patients receiving financial assist-
ance that they could use to purchase their own health coverage in
the private market is a much better solution. The premium support
model would move away from the current crushing system of price
controls, regulatory bottlenecks, and restrictions on coverage, to
give seniors much more choice in making their own health care ar-
rangements.

And the Federal Employees Health Benefits model really is a
proven model, and your committee deserves a lot of credit for con-
tinuing to operate a hands-off approach to really let competition
work in this sector. I will not go into the details again of the plan,
certainly Jeff Lemieux can present it much better than I, and my
testimony does describe this in detail.

I would like to enter into the record a statement that I read, ac-
tually after I’d produced my testimony, by Walt Francis, who used
to run the Federal Employees Health Benefits Program, who talks
a lot about the details on how you could transform Medicare into
a Federal Employees Health Benefits model. He said, I think inter-
estingly, in his statement that if Medicare as it’s currently con-
structed were offered as one of the options in the FEHBP today,
to nearly 10 million beneficiaries, it would have no clients, because
there are so many gaps in coverage, it’s so expensive, and it puts
people through so many unnecessary hoops. If it were competing
with other private sector plan’s customers, it would wind up not
having any.

Mr. SCARBOROUGH. Without objection we will put that statement
in the record.

[The information referred to follows:]
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Ms. ARNETT. Thank you very much.
And finally, Mr. Chairman, I’d like to commend your committee

for the work that you’re doing on long-term care insurance for cur-
rent Federal employees. I think that your committee can serve as
a model for the right way to do this in providing people with max-
imum flexibility, maximum choice in the long-term care insurance
market, thinking ahead about how important that is to Medicare
in the future but today just setting up a very competitive model
like FEHBP and the long-term care insurance model. So I com-
mend you on that.

In conclusion, I would hope that serious consideration would be
given to using the FEHBP model for Medicare reform to give sen-
iors much more choice and freedom in attaining health care and to
save taxpayers $500 to $700 billion a year, by the year 2030 under
a modernized Medicare. Instead of appeasing regulators and health
police, patients would be free to make their own choices of doctors
and care arrangements.

Thank you, Mr. Chairman and Mr. Mica, for inviting me here,
and I look forward to your questions.

[The prepared statement of Ms. Arnett follows:]
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Mr. SCARBOROUGH. Thanks for that testimony.
Ms. Cherney.
Ms. CHERNEY. Thank you, Mr. Chairman and Congressman

Mica.
My name is Beckey Cherney, and I’m president of the Central

Florida Health Care Coalition, a non-profit coalition of large public
and private employers in central Florida. The Coalition is 15 years
old, and its main focus is on improving the quality of health care.
I am also a consumer representative on the Florida Board of Medi-
cine.

I speak with you today as a health care ‘‘utilizer,’’ not a con-
sumer. When we achieve the convergence of information technology
and evidence-based medicine, I will become a health care con-
sumer. But at the present time, the financing, clinical care delivery
system, and health plan designs are so complex, no ordinary citizen
has the information required to be a true health care consumer.

All doctors are not created equal.
The greatest predictor of the health care you receive is the year

your doctor graduated from medical school.
The problem in health care is that it is the most inefficient major

industry we have in our country. That is the disease that must be
treated. Our ongoing efforts to focus on the symptoms of financing
and managed care are a placebo that will never have a measurable
impact until we treat the disease.

While I applaud your efforts to look at the Federal Employees
Health Benefits Program as yet another ‘‘financial fix,’’ I think the
inevitable damage from attaching Medicare to that program is un-
fair to the people covered by that program and the people respon-
sible for administering it. In our considerable experience with this,
the almost inevitable implosion of the Medicare coverage has a ter-
rible impact on the non-Medicare enrollees as well. Unreimbursed
Medicare expenses will be shifted to the non-Medicare enrollees.

Central Florida has the demographics that will exist nationally
by 2010—the ethnic diversity, percentage of senior citizens, and so
on. We are a microcosm of what is happening across the Nation.
California’s managed care market is more mature than ours; New
York’s is less.

Let me quickly tell you the sad tale of Medicare in our market.
Under the Balanced Budget Act, our two major hospital systems
will each lose over $100 million on Medicare from now until the act
expires in 2003. Some of these losses will necessarily be shifted to
employers, because the hospital cannot make widgets to replace
that lost revenue. Our hospitals have acted responsibly and with
restraint as they waited for the chaos created by Medicare to re-
solve.

As a result of that, I want to be certain I do not say anything
that might shock any of you. You see, I would not want you to have
a heart attack here in central Florida. We no longer have any extra
capacity in our emergency rooms. Our hospital margins have been
slashed so drastically by Medicare’s failure to reimburse appro-
priately, the hospitals have not been able to expand to meet the
growing demand.

One of our hospitals took on a Medicare demonstration project.
Before they could extricate themselves from the project, they suf-
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fered financial losses that will hamper their operation for the next
decade. As a faith-based, not-for-profit-hospital, they entered into
the project simply to serve their community. Thousands of Medi-
care enrollees had to find new plans, and many of them even had
to change doctors. That is patently unfair and unsafe. The physi-
cian-patient relationship and the continuity of care are critical, and
Medicare beneficiaries should never be denied that.

I’m responsible for purchasing my mother’s Medicare. I have had
to change her twice in the last 18 months; with the pending PRU
Care-Aetna merger, it’s highly likely that I will have to change her
again in the next couple of months. If my broker tried to churn my
investments the way my mother’s health care is being churned, the
Securities and Exchange Commission would respond. But we don’t
have that protection for our Medicare recipients.

Remember again that with our demographics, we look like the
rest of the Nation will look in 2010. The managed care plans in our
market are the same as those in the Federal Employees Health
Benefits Program. We have the Prudentials, Aetnas, Cignas, and so
on. When Medicare+Choice arrived, they all quickly participated.
Right now, to the best of my knowledge, every single one of them
has either stopped enrollments or has immediate plans to do so.
They’re losing too much money.

Tinkering with the financial mechanism will not solve this prob-
lem. And that is being said by someone who admits that she
thought she could save the world with second surgical opinions 15
years ago. Plan designs will not solve it. We must address the effi-
ciency or more correctly, the inefficiency of the health care delivery
system to correct it. And that is very doable. Working in partner-
ship with our doctors and hospitals, we have made great strides in
central Florida by linking information technology and evidence-
based medicine. The greatest impediment to our advancement of
that is Medicare. For the most part, we do not think doctors are
overpaid; we think basketball players are overpaid. But I will tell
you that Medicare is every bit as out of kilter financially as the Na-
tional Basketball Association.

The health care train is rambling rapidly down the track toward
a large wall. The reason Congress does not see the wall is because
they are always glancing to the side at some new, but not really
new, financial mechanism like we are discussing today. I would
like to suggest that you do not put another Band-Aid on this
wound. It is going to bleed our health care industry to death unless
we force those responsible to look at the real disease of inefficiency
and stop treating only the symptoms. Creating the inevitable chaos
in the Federal Employees Health Benefits Program will simply be
another problem, not a solution.

Mr. SCARBOROUGH. I thank you for your testimony. Mr. Mica is
going to need to be leaving in the next 15 to 20 minutes for another
important meeting across the district, but I wanted to ask each of
you a question briefly, then I’ll turn it over to Mr. Mica, and then
I’ll be asking some more questions.

I’m just curious, Ms. Cherney, if I want to get the best doctor I
can, you said the best predictor of health care coverage depended
on what year my physician graduated from medical school. I’m just
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curious: Do I look for a young doctor, an older, more experienced
doctor, or somebody in between?

Ms. CHERNEY. Well, it depends on what your condition is. But,
for the most part, the younger doctors have had the recent edu-
cation and they’re aware of the technology and the new things that
are available to them. It’s not the fault of the older doctors that
they’re not, and when you’re practicing medicine there isn’t a place
for them to go to stay up to date. But if we had a central reposi-
tory, if we had systems like I have here where I can profile the
physician and I can show them how well they practice in the hos-
pital by diagnosis, and I can show them how well they practice in
their office by diagnosis, they can see where their deficiencies are.

And so, if you were treating upper respiratory infection in central
Florida, and your cost per episode is more than $100 and you grad-
uated from medical school 10 years ago, so you’re giving
Cephalosporin and colds and cough medicine, you will quickly see
by outcomes that you should be using Ampicillin and you will have
better outcomes and it will be a much lower cost to the community.
But the outcome is the issue, not the cost.

Mr. SCARBOROUGH. OK. Great. So a younger doctor—I’ve been
trying to convince Mr. Mica the same holds true with Members of
Congress.

Mr. Lemieux, I’m just curious, if you could give us some back-
ground, people of the audience, because I think it would be very in-
structive about the board, the Bipartisan Commission. I’m inter-
ested in the makeup of that Commission. You said there were 17
people. Could you just instruct everybody and myself also, exactly
what that makeup was, who appointed those members, how many
from the administration, how many from Congress, et cetera.

Mr. LEMIEUX. I’ll try to get this right. I can name the members
and I’ll have to think about exactly who they were appointed by.
It was chaired by Senator Breaux as the statutory chairman, Rep-
resentative Thomas was the administrative chairman. That was
sort of a power sharing arrangement that was predetermined.

Mr. SCARBOROUGH. Right.
Mr. LEMIEUX. There were four appointees from the President.

The rest of the appointees were from the leaders of Congress, from
both sides of the aisle. The Members were—the congressional ap-
pointees were Congressman McDermott from Washington; Con-
gressman Dingell from Michigan. There was Congressman Ganske
from Iowa, who then left the Commission and was replaced by Col-
leen Conway-Welch, a nurse practitioner from Tennessee. Sam
Howard was appointed by Speaker Gingrich at the time. He’s an
HMO executive in the midwest.

In the Senate side, Senator Frist was on the Commission, Sen-
ator Rockefeller, Senator Gramm of Texas, Senator Kerrey of Ne-
braska. They were all appointees of the leadership. Debbie
Steellman, a Republican policy analyst, was an appointee of Sen-
ator Lott.

The Presidential appointees were an HMO executive from New
York, Tony Watson; Bruce Vladeck, former HCFA Director——

Mr. SCARBOROUGH. Mr. Bilirakis also?
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Mr. LEMIEUX. That’s right, I missed Mr. Bilirakis, who is a con-
gressional appointee. Mr. Altman, a health economist, and Laura
Tyson, who is an economist, were also Presidential appointees.

Mr. SCARBOROUGH. OK. I’m just curious what was the break-
down of the people that supported Senator Breaux’s recommenda-
tions and the board’s?

Mr. LEMIEUX. They were all congressional appointees. Of the con-
gressional appointees who were opposed it was Representatives
McDermott, Dingell, and Rockefeller. All the other congressional
appointees were in favor. None of the Presidential appointees were
in favor.

Mr. SCARBOROUGH. So you had the administration actually going
against the recommendation of Senator Breaux?

Mr. LEMIEUX. Whether it was going against or not supporting,
yes.

Mr. SCARBOROUGH. Did you have legal training in the past also?
I’m just curious.

All right. Ms. Arnett, I wanted to ask you, you touched on an
issue that I’ve got to tell you I’ve heard more complaints about and
I think the first time most Americans were made aware of it was
after a Wall Street Journal editorial talking about how senior citi-
zens could not go to whichever doctor they wanted to go to. If they
went and actually paid for the medical service that was provided
for them then that physician would be kicked out of Medicare for
2 years and face financial ruin. I wanted some clarification on that.

The Wall Street Journal says that came about as a result of the
Balanced Budget Act of 1997. I have talked to every chairman on
every committee that has jurisdiction over this and every one of
them says that was the case before the 1997 Balanced Budget Act
and as I find in Washington, DC, you know, it’s sometimes hard
to nail down exactly the bottom line. Can you clarify, for the
record, right now, what your understanding is on when that ban
came about?

Ms. ARNETT. Well, you’re absolutely right, Mr. Chairman, there
has been a big controversy over whether or not seniors could, in
fact, pay privately for health care on their own outside of Medicare.
HCFA, the Health Care Financing Administration, had said they
could. Doctors were afraid they couldn’t. The lawyers were all over
the map.

And so this was actually Senator Kyl’s, of Arizona, way of trying
to put something in there that said seniors could. And the adminis-
tration apparently got very upset about this and in one of these,
you know, 11 o’clock at night controversies said, OK, we will let
seniors contract privately with a physician for health care if that
doctor agrees to get out of Medicare for 2 years and not see any
Medicare patients at all for 2 years just for treating that one pa-
tient. And somehow or another it wound up being part of the bill,
starting out as a fix and winding up making it much worse.

And we were told that this was a big issue with the White House
and that they were ready to go to the mat to make sure that they
didn’t open the door to more freedom and privacy in the health care
system.

Mr. SCARBOROUGH. It’s just remarkable to me in 1999 in the
United States of America that the people out here—my mom, my
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dad, your parents—can’t go to the doctor of their choice. That is
about as repugnant to me and to what I thought America stood for
as anything. I’m just absolutely dumbfounded as to why that got
shoved in the Balanced Budget Act of 1997 and why somebody on
the congressional side didn’t put a red flag up before the Wall
Street Journal.

Ms. ARNETT. Well, if more members had known that that was in
there, you would absolutely not have voted for this. But it was in
there. Not knowing it was there, that was the problem.

Mr. SCARBOROUGH. I voted against it anyway because I thought
it spent too much money.

Mr. Mica.
Mr. MICA. Thank you, Mr. Chairman. A couple of questions, Mr.

Lemieux. Do you think it’s better that we totally replace Medicare
or provide an alternative for a phase? One of the problems you
have is many of the seniors become very concerned when there’s
something sort of new on the block, and unknown, untested, and
I hear a great deal of apprehension about completely replacing the
system. Had you given consideration to that, and how do you think
it should be approached?

Mr. LEMIEUX. The Commission gave very little consideration to
completely replacing Medicare. They wanted to remake Medicare
with better incentives. But they didn’t want to jettison the current
HMOs that we have, they didn’t want to jettison the fee-for-service
plan. They wanted all those plans to compete in a better way and
in a fairer way and with possibly better benefits. But there was
very little consideration in the committee, and I would have known
because I did the cost estimate, for something that would have
been a complete change of Medicare.

Mr. MICA. One of the other areas, and I think I mentioned it in
my opening statement, that we’ve seen dramatically increased costs
is the prescription drugs, and I think you talked a little bit about
that. Maybe you could elaborate some more. One of the questions
that always comes up is always the copays, how that operates.
Could you tell us what your recommendation might be to deal with
the cost of rising prescription drug costs?

Mr. LEMIEUX. The commissioners were very concerned about the
costs. They were also very concerned that prescription drugs are
very important in medical practice now and that it’s especially im-
portant to make sure that lower income people were taken care of.

The idea of a high option drug benefit is that all plans have to
have drug coverage. Now the level of that coverage was left unde-
termined. The idea was that the Medicare board would set up
standards or examples for what would be acceptable drug coverage
but that that would be left flexible so that the board and plans
could evolve how things were. They were very concerned that it not
all be predetermined, the copayments and which drugs were cov-
ered and which weren’t.

So one of their concerns with Medicare is that it hasn’t been
flexible to evolve over time, and they wanted to back away from
prescribing exactly how it should be done. So that was left fairly
open, exactly how good drug coverage had to be in these high op-
tion plans.
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Mr. MICA. The other item would be just premium cost and devel-
oping some scale possibly based on income or resources. What
would be the fairest way? With the Federal Government employees
health care plan we basically have the Federal pay and the em-
ployee copay. You have a little bit different situation with Medicare
because you have people of varying means, and that would be the
first part of my question. The other part would be: Was there any
consideration to even expanding this to Medicaid? Because at some
point if you paid 100 percent of the premium on a competitive basis
you might be able to provide Medicaid assistance on a competitive
basis at a lower cost. Could you answer those questions?

Mr. LEMIEUX. When the commissioners set out to ensure drug
coverage for persons under 135 percent of poverty they wanted to
implement that even before the premium support and the FEHBP-
style system would be ready for Medicare. We all think it would
take at least 4 or 5 years to get an FEHBP-style system up and
running. But they wanted the subsidies for the low income persons
to start right away, and so they presumed that that would happen
via State Medicaid programs, although they also wanted the States
not to be required to pay more. So they added 100 percent Federal
funding for that.

After premium support is up and running, I think that their idea
was to create a special schedule of premiums for low income per-
sons so that they could get a high option plan at no cost to them.
And they wanted the competitive aspect to still work for people
under that percentage of poverty but they wanted also to ensure
that they would be able to afford a good high option plan at no pre-
mium cost to them.

Mr. MICA. Ms. Arnett, you described a big government system or
big government program that was on the verge of collapse, and you
cited the demographics that we’re looking at as far as the coming
recipient, potential recipient. What are our dates of concern and
how quickly do we see this new mass of eligible recipients coming
on board?

Ms. ARNETT. Originally Medicare had been projected to start
spending more than it took in within the next year or two. But as
you know, that has been moved forward by putting in more tax-
payer funds into the system. So the date of bankruptcy keeps mov-
ing forward because the amount of taxpayer dollars continue to go
into the system.

But when the first baby boomers start to become eligible in 2012,
a relatively short time, especially in just observation that even if
changes were made today, it would take some number of years to
begin implementation so that seniors have choices. And, again,
Medicare as it currently is constructed should be one of the options,
but let’s put some more options out there. It’s going to take awhile
to get that machinery in place, and there’s just not a lot of time.
We have maybe a decade to get everything up and running.

Mr. MICA. You also cited some interesting figures, the 111,000
pages of regulations which I think your testimony also outlined
very graphically how it’s almost impossible to comply. One of the
things we tried to do in Congress since there was so much fraud,
waste, and abuse, is put additional regulations on, and monitor.
And some of that—you also described scenarios of how that’s back-
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fired, and I hear the same thing from physicians. I guess FEHBP,
a plan adopted in that pattern, would pretty much scrap all of
those and we’d have defined benefits and then I guess a series of
add-ons. Could that eliminate most of these 111,000 pages?

Ms. ARNETT. I believe so. I understand the legislation enabling
FEHBP is one paragraph long, and that’s a huge difference from
111,000 pages, and it’s because beneficiaries would then be in
charge of making those decisions. Not either the legislation or the
regulation. Yes, I believe so.

Mr. MICA. The other thing you mentioned, which is something we
tried to initiate and, OPM is a little slower than molasses in Janu-
ary, but that’s on the question of providing long-term care and
model FEHBP competitive system to provide—to find those vendors
and health care providers that would provide plans and competi-
tion. One of the problems we ran into is that OPM says that there’s
just not enough folks willing to compete and also that the pre-
miums are very high. I tend to think that if you had this open and
available we’d have more people interested, participating and cre-
ate a larger resource. Is that something you think would help get
more competition in this area, and how should we approach long-
term care, at least from a Federal employee standpoint?

Ms. ARNETT. Ned Lynch called a meeting with some of my col-
leagues from the Health Policy Consensus Group and other policy
experts, and we’re working closely with your committee in trying
to do that.

But, again, I think you’re absolutely right. The FEHBP is the
model to really take a hands-off approach and to allow the market-
place to provide options, to provide the resources, some basic fund-
ing level, that the consumers can use to purchase their coverage,
and over time the insurance will become better and cheaper, as it
has in FEHBP on a relative scale for health care.

Mr. MICA. I noticed that you raised your eyebrow, Ms. Cherney;
did you want to comment on any of the questions I’ve posed to the
other panelists?

Ms. CHERNEY. Well, the FEHB Program went up 9.7 percent last
year. The numbers are due out in a few weeks. But it’s going to
be at least that much. Is that sustainable in our marketplace? Hav-
ing seen the competitors, the Cignas, the PRU Cares, and the other
people trying to do this in a marketplace that represents the demo-
graphics of 2010, it has not worked. Those plans are not competi-
tive. They did come out with programs that were too rich. I mean,
I don’t know why they chose to come up with $1,200 in pharmacy
benefits to start with. They should have started lower and tried to
scale them up, depending upon what they could afford. But, at
least in this marketplace, it hasn’t worked: It hasn’t created com-
petition. It has created chaos both for the non-Medicare and the
Medicare beneficiaries. It just simply hasn’t worked.

Mr. MICA. Ms. Arnett.
Ms. ARNETT. Can I just say one last thing? There have been a

lot of regulations imposed on FEHBP over the last couple of years
which are, in fact, forcing premiums to go up, just as State regula-
tion is forcing up the costs on individual and group health insur-
ance. So the model for FEHBP in how things should be done is ac-
tually being distorted by a lot of administrative direction.
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Mr. MICA. I think that’s something that I pointed out in my
opening statement and I’ve observed the more mandates, the more
regulations, the more constraints that are put on it—and we’ve also
lost a number of carriers. When you lose carriers you lose competi-
tion. And we’ve seen price increases. So the more tinkering and the
more requirements we impose, again, the higher costs that we see,
and it just seems to be a simple pattern. Maybe that’s a simple ex-
planation, but that’s what I’ve seen in the past 4 years.

Mr. Chairman, I thank you for allowing me to participate today.
I apologize. I’m going to have to leave at this point. But a very in-
teresting panel, and hopefully we can provide FEHBP at least the
way it was intended and started out as a model for some Medicare
reform, and I appreciate you coming to our district today.

Mr. SCARBOROUGH. Thank you, Mr. Mica. I appreciate you taking
time out of your schedule to come on by, too.

I wanted to get back to this—this is a number that I think I’m
going to be using an awful lot for the next couple of years, 111,000
pages, that’s absolutely remarkable regarding the regulations. It
really helps to explain why you have physicians and medical pro-
viders in Idaho Falls, that are just saying the heck with it, we’re
not going to work under this system any more. I suspect as this
continues it’s going to get worse and worse and it’s not going to be
just Idaho Falls, ID. It’s going to be Sanford, FL down the road.

Obviously from Ms. Cherney’s testimony it appears that none of
these regulations have anything to do with making sure the doctors
get paid on time or making sure that health care providers get paid
in time. Is this an oversight of the regulations, what about one or
two pages that we add on making sure that physicians are paid on
time and the health care providers are paid on time?

I say that because we’ve got to keep as many health care pro-
viders in this system as possible to help us get through rocky
times. Unfortunately if they’re not getting paid for months or even
years then they’re going to do what the doctors in Idaho Falls did
and just leave the program.

What do you all recommend? I know it’s going to be very hard
for you all to recommend adding new regulations to 111,000 pages.
But what can be done to make sure that Medicare is a bit more
responsive to medical providers?

Ms. ARNETT. Well, one of the provisions could be to at least allow
doctors that have been subject to audits and that are being slapped
with these $81,000 and higher fines at least due process in chal-
lenging these. And they’re not—they’re currently really guilty until
proven innocent. The way the IRS has treated taxpayers is how
doctors are now being treated under these Medicare audits. So just
allowing them some due process would help so that they don’t feel
so threatened. I spoke with one of the women who administers
HCFA, and she said doctors are ‘‘hysterical’’ over this. And what’s
going to happen is they are going to start leaving the profession,
and they’ve got to have some legal protections and they don’t now.

Mr. LEMIEUX. Mr. Chairman, a little bit larger picture on that.
What we’re trying to do with a more competitive Medicare is also
make the government-run fee-for-service plan, which is the source
of these regulations and the difficulties with providers, more re-
sponsive, more businesslike. As opposed to being a government bu-
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reaucracy that’s used to running its program by dictate, instead
run it more by partnership. And that sort of cultural change will
take years. But we think the competitive environment will aid that
and it’ll reward managers, government people in HCFA who take
the initiative to be very responsive and to closely work with the
providers for beneficiaries’ benefit.

Mr. SCARBOROUGH. OK. In talking about this partnership, I want
to ask you all to followup on this. I’m sure you have a response,
but I just wanted to followup on something you said. I’ve been ar-
guing and I’m sure that Mr. Mica and many others have been argu-
ing that really the hope of Medicare in the future is providing part-
nerships between the patient and the physician and the hospital
and doing this through provider service organizations—some call
them PSOs, some call them PPOs. But I want to ask Ms. Cherney
if you looked into provider service organizations as one type of
partnership that could help the system.

Ms. Cherney.
Ms. CHERNEY. On the kinds of things you could do, in our com-

munity, our physician community is forced to provide short term fi-
nancing for Medicare for 90 to 100 days. That’s how long it takes
them to get reimbursed. So in effect they’re providing the short
term financing for Medicare and it’s breaking their back.

But the other part of that is, if you were to take a sixth of the
budget surplus, as the administration was proposing for some
things, and used a piece of that to create a place where best prac-
tices could be identified and communicated to physicians, that
could change things. When we sat down for the first time with our
data base with cardiologists and showed them which cardiologists
had the best outcome down to the one who had the lowest outcome
and then showed them what the national average was so you could
see who really was providing inferior medicine, that helped the
hospital to know who they needed to mentor and get up.

But also just looking through on anticoagulants that you use,
there was a big issue there because the outcome was the same ex-
cept some of them cost up to $2,000 per case more. That was new,
and so that resolved itself.

But arterial blood gases. A surgeon who had finished school 5
years previously had been taught to do arterial blood gases before
the surgery, one after, two a day until the patient went home. The
same with x rays. The doctors who had been out for 2 years had
been taught that if there wasn’t a change after surgery in the first
arterial blood gas, don’t do any more. It’s a very expensive proce-
dure. It’s a very painful procedure. There are a lot of side effects
from it. In that 2-hour meeting they eliminated those. We cut the
cost of open heart surgery here $4,000 for every open heart surgery
that’s been done since then. We have that forum of communication
here. But we don’t have any way for the rest of the world to know
that. And the President’s own Commission concluded last year that
anywhere from 30 to 40 percent of the medical care that’s given is
unnecessary. But it’s because it’s outdated, not because doctors are
bad. They are competitive and they are bright. And if you give
them good information they will make good decisions. But there is
no platform for the information, and I believe that the government
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is probably the only one large enough to be able to create that plat-
form and communicate it effectively.

Mr. LEMIEUX. Mr. Chairman, before I answer your question I’d
like to make two points. And that is that almost all economists, ac-
tuaries, and clinical practitioners support the sorts of things that
we’re talking about here as far as outcomes, research, and best
practice. We feel as though it was the surge of competitive search-
ing for value among employers over the last 7, 8, or 9 years that
has helped spur some of this, and the idea in Medicare is that a
more competitive system might help. Certainly these sorts of things
are a key, and I think that there’s broad consensus that that sort
of information-gathering about how to do things right in health
care is the right way to go.

The second thing is when we were talking about the trends in
FEHBP costs I think it’s more than just the mandates that have
driven up costs in recent years. There’s historically always been a
fairly volatile cycle of premiums in health care and in FEHBP in
particular, and some of the rate increases that we’re seeing now
probably reflect the fact that rates were cut too much 5 and 6 years
ago when we had a negative 3 percent increase.

The thing that’s been heartening to economists is that the pay-
ments for benefits have been growing more moderately now than
they did 10, 15 years ago. So we’re cycling around a little bit lower
point, which we think will be nice.

And the other thing is in FEHBP, a lot of the plans are having
trouble with their prescription drug costs, so without having to be
told they’re working very hard to manage those costs better by ad-
justing their co-insurances, working harder with the manufacturers
to create a formula that will be a better value and so on. And that
can be confusing, and tumultuous; that’s always the case. But the
price of innovation is that things do change, and that there’s hope
that this is a self-correcting sort of situation.

Ms. ARNETT. Just one more quick fact, a paper that will soon be
coming out from the Heritage Foundation reports that the Health
Care Financing Administration reported that almost one-fourth of
all physician and supplier claims are being either denied or chal-
lenged. So that means even when doctors are doing what they need
to do to treat a patient they then have to fight a major battle with
the bureaucracy. And if a Medicare beneficiary wants to challenge
whether or not they felt that they were getting proper treatment,
the typical administrative appeal takes 500 to 700 days to chal-
lenge. It’s a little late to get prompt treatment.

May I ask also if you’d like me to include this statement in the
record as well?

Mr. SCARBOROUGH. That would be great if you could do that,
without objection.

[The information referred to follows:]
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Mr. SCARBOROUGH. Let me ask you all, again following up on the
regulations that really have totally strapped not only patients but
also doctors in the system: What would you all say to a defender
of the system regarding the elimination of 111,000 pages of regula-
tions, when they came to you and said, well, if we do that, obvi-
ously, you’re going to see excessive costs going up and you’re going
to see the quality of care plummeting? What do you say in defense
of such an argument?

Ms. ARNETT. The only thing they could do is add more pages, and
we see how price controls have not worked for 4,000 years. Regula-
tion winds up meaning that physicians have to cater to the regu-
lators, not to the patients. So I think that’s why, as just said, the
Medicare Commission when it really looked at this said, we can’t
fix this system with more regulation. We have to provide an alter-
native system with a lot more choice, a lot less rules. Let this one
stay there if people want to stay under that system, that’s fine. But
there has to be a choice of a different system, and that’s this com-
petition, freedom of choice, where individuals and not regulators
are in charge.

Mr. SCARBOROUGH. Would both of you agree with that, that you
are not proposing a radical departure from this current program
but also suggesting, as Ms. Arnett said, that if people want to stay
in the program as is they can, but instead provide them other via-
ble alternatives? Would that be a fair statement on what the Com-
mission concluded?

Mr. LEMIEUX. Yes, and I think there’s some reason for optimism
that even the government-run plan could do a much better and
more cleanly managed job. I don’t think there’s reason to presume
that more competition would necessarily do away with the govern-
ment-run fee-for-service plan. I think there’s room for optimism.
Maybe I’m too much of an optimist. Certainly these things would
take time. But I think there’s plenty of room for the fee-for-service
plan, and it has potential to do much better.

Mr. SCARBOROUGH. OK. I don’t want to keep you all much longer
and I know we have a statement that’s going to be read for the
record. I could keep asking you questions all day—I’ve got a captive
audience here—but they won’t be captive here much longer.

Let’s talk very quickly about the costs of the program. Obviously,
with regulators and bureaucrats and a lot of politicians’ ideas in
Washington, any time you have a problem just increase taxes.
We’re now even seeing people suggesting the taxes for Medicare be
doubled in the coming years and yet you all know that even if we
double taxes, the system still goes belly up. We cannot tax our way
out of this mess. So what do we do? What hope do we have to pro-
vide our constituents that this system can be saved or that health
care systems can remain solvent in the coming years?

Mr. LEMIEUX. Well, the Commission assumed, and I estimated,
that new incentives under the Breaux/Thomas plan would save
some money. Not gigantic amounts of money and not really soon.
But that over time it could slow down the growth rate of Medicare
spending. Even a small reduction in the growth of Medicare spend-
ing can compound to a significant amount when you starting look-
ing out 10, 20, 30 years.
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There were other provisions of the plan that really weren’t re-
lated to the new competitive system. They were just there to save
a little money. And those, of course, were very controversial.

The Commission wanted to create a new trust fund system to
help the public and Congress monitor how Medicare was doing.
They decided to create a combined trust fund instead of having a
part A fund, which is the one we always talk about, and part B,
which is virtually meaningless. They wanted to create a combined
fund where people’s premiums would come into that fund, payroll
taxes would come into that fund and general revenue contributions
would come into that fund, but it would be structured so that we’d
have to keep a very close eye on those general revenue contribu-
tions and if they had to be increased it would force a congressional
vote above a certain growth rate.

That seems to make some sense as a compromise to help us keep
a close eye on Medicare spending. Is this going to be the last time
we ever have to think about Medicare spending, even if we did
this? Very hard to say. Very uncertain. Probably not. But it’s
meant to be a step in a plausible direction that has the potential
to save us money as well as to help beneficiaries. It’s unclear
whether it really would, but it has the potential.

Ms. CHERNEY. I don’t propose that throwing more money at it
will fix it. But I go back to saying that we need some help on the
efficiency side of it. No physician can do that. I think we have a
unique window in the next 10 years because we’re going to have
a surplus of physicians; that will be somewhat helpful. But failure
to deal with some of that inefficiency will also create an oppor-
tunity for the surplus of physicians. They will find a way to make
money, and that might be bad.

But there are just the smallest things that don’t cost money. For
example, I cannot understand why HCFA has to have an EOB,
why a Medicare recipient has to get a form that says ‘‘Explanation
of Benefits.’’ It might as well be Spanish for most of them. It would
say, Mr. Scarborough, you had an appendectomy. The hospital
charge was this. Medicare paid this. You owe nothing. Your physi-
cian charged this, it’s what’s on the EOB but it’s in a format people
don’t understand. No one is looking. All of those things cost money.
That’s the inefficiency. It’s not just the clinical delivery, but it’s the
whole thing of people doing it their way and not looking at what
works for that customer. That’s why we don’t have a consumer, be-
cause no one has thought about that customer. It isn’t that at all.
They are a beneficiary, not a customer. We’ve got to change that.

Ms. ARNETT. I think that’s really right. One of the wonderful
things that a competitive marketplace does is focus on how can I
get this consumer to take their money and buy what I’m selling.
And, therefore, they have to provide information that resonates
with that consumer and right now the information they provide has
to cater to the bureaucrats. It’s written so a bureaucrat can under-
stand it. That’s why the consumer focus is so important, and the
only way to get that is to get money in the hands of individuals.

One of my mottos is: whoever controls the money controls the
choices. Right now it’s bureaucrats in Washington. They are con-
trolling the choices because they control the money. If individuals
controll the money they’re not only going to control the choices but
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they’re going to demand more efficiency and better information on
what they’re getting.

Ms. CHERNEY. We call that the golden rule. We implemented the
golden rule here 15 years ago in health care, and that is that he
who has the gold makes the rules. It’s our right and our responsi-
bility.

Mr. SCARBOROUGH. While you all are still here, let me recognize
Cliff Rustia of NARFE. He has a statement that he’s going to read
for us, and I’d like to ask him to do that now.

Mr. RUSTIA. Thank you, Congressman Scarborough, for this op-
portunity. Before I read the statement from NARFE, I’d like to
make a brief personal statement, since I’m the first person with
enough gray hair to qualify as a consumer of both Medicare and
the Federal Employees Health Benefits Program. I’ve learned a lot
of interesting information from the witnesses here, and I thank you
for it.

By the way, as an IRS auditor, we don’t hold you guilty. We did
civil audits and you had to prove your deductions. Guilt reply was
the criminal people, and I only had three of them in 20 years.

But getting back to Medicare and the availability of private phy-
sicians. When I was up north and still working, my cardiologist
told me that when I qualified for Medicare, if I should live that
long, and thankfully I did, he does not accept Medicare, and at that
time he was allowed to charge 120 percent I think of the Medicare
amount, and that was being reduced to 110 percent. He said when
that happened he wouldn’t take Medicare people at all. Of course,
this was up north. We had a relatively small proportion of Medi-
care recipients. I’m down here in central Florida since 1992 and if
you go into the doctors’ offices there’s nothing but gray hair and
if they refuse Medicare patients they wouldn’t have any patients.
None of them are open at nights or Saturdays for working people.
I don’t know how working people get to see a doctor. But they’re
pretty busy with us old gray heads.

Now, if I may read the statement from NARFE.
Mr. Chairman, I am here today to express the National Associa-

tion of Retired Federal Employees’ views on the use of the Federal
Employees Health Benefits Program [FEHBP] as a model for Medi-
care reform.

I wish Medicare would pay for glasses, I might have better ones.
Before Congress and the President created Medicare in 1965,

nearly half of all older Americans were uninsured and a third lived
in poverty. Today, only 1 percent of the Nation’s senior citizens are
uninsured and the number living in poverty has been reduced by
almost two-thirds. As a result, far fewer older persons have to
choose between buying food and going to the doctor. Our quality of
life has significantly improved, and we are living longer.

There is no question that the large numbers of retiring baby
boomers will begin to place demands on Medicare starting in 2010.

Hal, maybe you could read this better than I.
Mr. KELTON. May I, Congressman? I’m from NARFE, too.
Mr. SCARBOROUGH. You may.
Mr. RUSTIA. If you’ll excuse me, I think—I’m having difficulty

with these glasses.
Mr. SCARBOROUGH. That’s fine.
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Mr. RUSTIA. This is Mr. Kelton, president of the New Smyrna
Beach chapter, up north.

Mr. SCARBOROUGH. Great.
Mr. KELTON. Thank you, Congressman.
There is no question that the large numbers of retiring baby

boomers will begin to place demands on Medicare starting in 2010.
Public policymakers would be irresponsible if they failed to re-

view the program before this development. But at the same time,
Congress and the administration must ensure that Medicare con-
tinues to guarantee basic health security for older Americans at af-
fordable and predictable prices.

In response to this challenge, some have proposed to replace
Medicare with something similar to FEHBP. We can appreciate in-
terest in emulating our program. For 39 years, FEHBP has mini-
mized costs, encouraged insurance carrier competition, and pro-
vided a wide choice of comprehensive health insurance plans to
Federal employees, retirees, and their families. Although the
FEHBP performs well as an employer-sponsored health plan, its
use as a substitute to a public insurance system that guarantees
health security to the Nation’s elderly raises many questions.

The FEHBP-inspired ‘‘premium support’’ proposal made by Sen-
ator John Breaux and Representative Bill Thomas would provide
beneficiaries with vouchers—or a government contribution—that
they would use to purchase private health insurance. The dollar
amount paid by the government would be determined by a calcula-
tion similar to the ‘‘fair share’’ formula used to set the employer
contribution for FEHBP plans. Indeed, the premium support model
would use a program-wide weighted average of each Medicare plan
to set the maximum government contribution.

However, the premium support model differs from FEHBP since
it does not limit the government contribution to 75 percent. Under
FEHBP, enrollees always have to pay at least 25 percent of their
health plan premiums. Absent this cap in the Breaux/Thomas pro-
posal, the beneficiary share of Medicare premiums could be zero if
enrollees select the lowest cost plans. As a result, the proposed for-
mula would act as a powerful incentive for beneficiaries to enroll
in the lowest cost and most basic managed care plans. Since the
government contribution formula is weighted to the number of en-
rollees, a low cost plan that attracts a large share of beneficiaries
would reduce the overall dollar amount of the maximum govern-
ment contribution under the premium support model. Con-
sequently, such costs would be shifted to beneficiaries.

It is also important to ask which beneficiaries would choose the
most basic managed care plans. Healthy beneficiaries have the
least to fear from such a choice since they are low utilizers of
health care. They trade quality of care and physician choice for
lower premiums since they are less dependent on doctors and hos-
pitals. Because these plans are designed to enlist healthier seniors,
sicker beneficiaries would tend to remain in traditional Medicare.
Adverse selection will occur as a result, and taxpayer and bene-
ficiary costs would increase.

Although current managed care plans have not created signifi-
cant risk segmentation in Medicare, the incentives for healthier en-
rollees to join them under the proposed voucher system are far
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greater. That is because current Medicare managed care enrollees
pay 25 percent of the Part B premiums just like participants in the
traditional fee-for-service program. However, under the proposed
voucher system, beneficiaries might not have to pay anything for
a basic managed care plan designed to draw in healthy enrollees.

Premium support proponents suggest that the incentives to cher-
ry pick beneficiaries could be countered if Medicare pays plans less
for healthier patients and more for sicker ones. Unfortunately, no
one seems to have overcome the complexities of creating such a
risk adjustment system. What’s more, nothing will stop partici-
pating plans from running to Congress any time a risk adjustment
formula decreases their payments from Medicare.

As a single insurance pool, the present Medicare fee-for-service
program avoids risk segmentation because it spreads individual
beneficiary health costs across the full population. NARFE believes
that the proposed financing scheme of the premium support model
could compromise this fundamental principle of group health insur-
ance.

In addition, NARFE is concerned that the creation of a Medicare
voucher system could open the program to a cost-shifting proposal
that has been repeatedly suggested for FEHBP.

Despite the enactment of the fair share formula in the Balanced
Budget Act of 1997, the House Budget Committee sought to replace
it by including a proposal in the fiscal year 1999 budget resolution
to limit the annual growth of the government share of FEHBP pre-
miums to the consumer price index [CPI]. At the request of Rep-
resentatives Tom Davis, Frank Wolf and Connie Morella, Budget
Committee Chairman John Kasich said on the House floor June 5,
1998 that he would not support inclusion of this proposal in the
conference agreement on the budget resolution. Fortunately, the
cost-shifting plan failed to receive further consideration in the
105th Congress.

According to the Congressional Budget Office’s [CBO] ‘‘Options
Book’’ published this April, the Federal Government would cost-
shift $600 in added annual cost to Federal annuitants and employ-
ees in 2004 and more in later years if this artificial limitation be-
came law. Indeed, Federal employees and annuitants would pay an
ever-increasing percentage of premium costs each year FEHBP rate
hikes exceeded general inflation as measured by the CPI. CBO esti-
mates that the average FEHBP enrollee share would grow from 29
percent to 40 percent by 2004.

Given this experience, NARFE would oppose any scheme that
limits the government’s portion or reduces its proportional share of
Medicare premiums through a formula that does not accurately re-
flect the updated costs of providing health care to eligible bene-
ficiaries. Shifting costs from the government to beneficiaries would
be particularly hard on older Americans who have insufficient in-
come to further supplement their health care costs.

While we realize that the Breaux/Thomas approach would not
limit the government’s contribution to a predetermined rate,
NARFE believes that budgetary pressures could tempt Congress to
accept such a cost-shifting plan.

Mr. Chairman, we have several other concerns that I will not go
into today, including the coordination of coverage between Medi-
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care managed care plans and employer-sponsored plans, the ability
to select the physician of your choice, prescription drug coverage,
means testing, increasing the eligibility age, and copayments for
home health care. As you know, the Senate Finance Committee is
presently considering the totality of Medicare reform issues, and
we have expressed these concerns to members of that panel.

In closing, I would like to say that the guarantee of health secu-
rity provided by Medicare has dramatically improved the quality of
life for older Americans. While the demographic realities of the
baby boomers will place new demands on this program, most Amer-
icans agree that Congress and the President must honor the com-
mitment made in 1965 to ensure the health security of senior citi-
zens. NARFE strongly believes that the present benefits, protec-
tions, financing responsibilities and principles of insurance must be
preserved if this promise is to be kept.

Thank you.
Mr. SCARBOROUGH. Thank you very much. I appreciate it.
Let me ask the panel if you all have any response to the state-

ment from NARFE’s national office.
Ms. ARNETT. I’m sure, Jeff, that you especially do. If I may just

make one quick comment. The statement that you have graciously
allowed me to enter into the record by Walt Francis, who is really
the preeminent expert on FEHBP, addresses many of these issues.
Obviously, too many to go into here. But in particular and just to
read one quick passage about risk segmentation, he says:

In fact, in FEHBP there is a large and continuing premium disparity among fee-
for-service plans with similar benefits that have continued for many years without
debt spirals. There are several large and distinct risk groups within the programs,
such as the large cohort of elderly retirees without any Medicare coverage.

The FEHBP tolerates this. They have 300 different plans com-
peting that spreads risk and that really does not wind up causing
the kinds of risk segmentation that many fear. Competition and
the free market has a marvelous ability to tolerate and to even out
many of these risks.

And I’m sure, Jeff, you have many other——
Mr. LEMIEUX. We were concerned in the Medicare Commission

that risk adjustment be done. That it would be more necessary in
Medicare than in FEHBP. FEHBP doesn’t have it and FEHBP gets
along OK without it. But we thought it would be very important
in Medicare. So we think your point is well taken. And I’m not so
pessimistic as the statement that it can’t be done acceptably well
in the next 5 or 10 years. We’re getting closer. And we do have to
look forward to the future of Medicare and what we can do 5 and
10 and 15 years from now when we’re making our plans to get
started now.

And so I appreciated your statement. I think that was very help-
ful.

My only other thing is that you compared the premium support
to the fair share formula. And we usually don’t call the fair share
formula in FEHBP a voucher. That tends to confuse people. It
makes them think they’re going to be left all out on their own with
a sheet of paper or a coupon, and that’s really not the intention.
I think there needs to be a better word than that for how the
FEHBP and how the Breaux plan would work.
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Mr. KELTON. I will certainly point that out to the writer of this.
I didn’t write this. This comes from the national office of NARFE,
one of the legislative assistants up there. We didn’t get notice of
this hearing. I didn’t hear about it. I was at a convention in Ft.
Myers until Thursday afternoon and at the convention, somebody
said people from Sanford should be aware that there’s a hearing
taking place at Sanford and some of you who are near there should
try to get there and hear what goes on.

Cliff and I really appreciate the chance to speak at this hearing.
And then when I got home from the convention I did have a let-

ter from Mr. Mica that arrived while I was gone. So I did a little
bit of homework last night. And one of the things that I would like
to point out—I think it’s covered in this but I would like to say it
in plainer language—one of the big differences between the Medi-
care risk pool and the FEHBP risk pool is that the FEHBP risk
pool represents a very healthy kind of cross-section of the popu-
lation. It includes both employees, 20 and 25-year-old people, and
it includes people like me, I’m going to be 73. Now, when I was in
the Federal employment I didn’t call in my health benefits for dec-
ades. I literally did not go to a doctor for decades. Now, I’m going
to five doctors a year. Last week I had a cancer cutoff my leg. So
we’re really concerned about health care and the premiums in-
volved in it.

Medicare, the risk pool is all elderly people. There are no young
people in Medicare, and that’s something that ought to be taken
into consideration. One of the concerns that we have in FEHBP is
that many of us also have Medicare. See, my wife worked all of her
life and she’s been able to make us eligible for Medicare. And we
need it. If these premium support models don’t work with Medicare
and it becomes necessary for Medicare to start finding a way to
save money through deductibles—or increasing deductibles and
changing the premiums and the benefits my supplemental, Blue
Cross and Blue Shield, has already indicated they’re not going to
participate in it. You see, it’s a complicated situation.

So thank you very much for considering these things. It’s not
simple.

Mr. SCARBOROUGH. No. It’s certainly not. I appreciate the state-
ment you read. And as I said to them, it did come from the na-
tional office. But I think what we do see, though, through that
statement, through the testimony today, is that we’re going to be
on a high wire and we’re going to have to balance the commitment
made in 1965 and make sure that commitment is made and kept
into the 21st century but at the same time recognizing that there
are just absolutely incredible strains that are going to be placed on
the system over the next 10 to 15 years with the baby boomers
moving toward retirement.

Ms. Cherney, I believe, you had a statement?
Ms. CHERNEY. I just wanted to make a comment with regard to

the opening remarks that the gentleman made, before he began to
read the statement where he mentioned that his cardiologist, when
Medicare reimbursement got to 110, said that he would no longer
treat him. In our market, and we’re not different than other places,
most of these managed care programs you were talking about that
you want to participate are reimbursing at 83 percent of Medicare.
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Remember, they’ve got to have marketing money and they’ve got
to have profit, and so if physicians didn’t want to provide the care
at 110 percent, you can believe there’s a whole bunch of them going
to get out when it’s at 83 percent. They’re getting out now.

Mr. SCARBOROUGH. Let me say it’s 5 until 11 and we’re coming
up on 2 hours. I’d say that they will be turning the microphones
off in 5 minutes, at 11 o’clock, but I don’t think they’ve really
turned them on. But if somebody wants to get up here, we’ve got
about 5 minutes for any statements—I’ve seen a couple hands go
up—and ask our panel any questions. Come on up, sir, if you’d like.

Mr. DURANTI. Good morning.
Mr. SCARBOROUGH. And if you could, state your name, for the

record?

STATEMENT OF PETER DURANTI, AGENT EMERITUS,
PRUDENTIAL INSURANCE CO. OF AMERICA

Mr. DURANTI. Yes. Good morning, my name is Peter Duranti and
I’m agent emeritus with the Prudential Insurance Co. of America
and I am on Medicare. And I believe that we need to address fee-
for-service, because competition lowers rates. And competition is
what America is built on. Not on government bureaucracy. I pay
$44 a month for Medicare. Now, the average cost of a health plan
is about $150 to $200 a month. So we are running behind on the
whole plan of Medicare. And Social Security was never designed to
pick up Medicare. It was for retirement.

Now, I would say this, I would recommend this in a sincere way
that we could calculate what the average cost of Medicare for a re-
cipient was over the past 5 years, then issue an annual benefit
statement to that person, to the Medicare recipients, for what that
amount would be. And have it available in a Medicare recipient
fund under their Social Security number and they could go to any
doctor they wanted to.

Now, we could measure what the cost of a recipient was in the
past 5 years, let’s say it was $30,000, let’s say it was $100,000,
whatever it was, we could then as I say, issue a statement to the
new people in the future of what is available to them. They could
go to any doctor they want to at that time. Then we could also say
if people are well off they don’t have to go on Medicare. They could
choose their own plans. Why should we have to pick Medicare? If
I’m a wealthy man, which I’m not, but if I were a millionaire I
would say, I don’t want Medicare. I don’t want to pay $44 a month.
I’ll pick my own plan.

We’ve got to get back to basic economy, fee-for-service. Thank
you very much.

Mr. SCARBOROUGH. I appreciate your statement, and I would
guess that Ms. Arnett’s group actually wrote that for you. You’ll
find no opposition, I’m sure, from her organization.

Any quick statements as we conclude this hearing?
Ms. ARNETT. One of the things that really upsets me about

Washington is that they think they’re smarter than you are. I
think you’re smarter. And I think that this $6,000 a year that
Medicare pays for the average beneficiary, that if you had control
of that $6,000 you’d make much better decisions and you would not
tolerate some physician having to jump through 111,000 pages
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worth of regulations to give you medical care. You want health dol-
lars.

Mr. DURANTI. I’d like to go to the doctor that I wish, you know,
and I’d like to pay for it. Thank you.

Mr. SCARBOROUGH. Thank you very much.
This hearing is adjourned.
[Whereupon, at 11 a.m., the subcommittee was adjourned.]

Æ

VerDate 11-MAY-2000 10:13 Apr 09, 2001 Jkt 010199 PO 00000 Frm 00112 Fmt 6633 Sfmt 6011 E:\HEARINGS\60972 pfrm02 PsN: 60972


